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ExecutiveSummar
his papermakesseveralimportant

I points:
U. The Hawaiistateeconomyis now

in a seriousrecession,one that is
broader,deeper,andwill likely last
longer thanaverage.Althoughthis
recessionhasseveralcomponents,
the industryhardesthit is the one
upon which we dependthemost,
tourism. Becausetourism is respon-
sible for by far the largestoutside
injectionsinto thestateeconomy,
that is the sectorthat shouldreceive
the highestpriority in stimulus
spending.Until tourismgetswell,
the restof the economycannot.
And the Hawaii tourismindustry
is in a crisis modenow.

• Hawaii is so dependenton tourism
becausethat is the industry in which
we haveour true comparative
advantagenowadays.Hawaiihas
alwaysbeenlargelydependenton
a singleindustry,eventhoughthat
industryhaschangedoverthe years.
Effortsat diversificationhavebeen
elusive.In largepart, this is because
the Hawaii economyis so small
that true diversificationis difficult.
It is economicallymoreefficient to
specializein what we do bestrather
thantry to do a largernumberof
thingswell.

• U Local attitudestowardtourismvary,
• hut it is underappreciatedby many.

Often local residentsview visitors as
competingwith them overresources,
and identify touristswith negative
effectssuchasHawaii’s high cost
of living andcongestion.But all
tegionaleconomiesmustmakea
living, and it would be hardto
invent a betterexportdriver than
tourism. It is clean; it enhances
local tradition, history, andculture;
it usuallyemergesin placesthat are
desirablein the first place;and its
jobs cannothe outsourced.However,
like all industrieswe mustcompete,
andour decisionmakerscannottake

• it for granted.An overwhelming
• majority of the visitors themselves

view Hawaii as a premierdestination,
but caremust be takento maintain
our competitiveposition.

U Earlier work has suggestedthat
tourismaccountsfor abouta quarter
of local Hawaii GrossDomestic
Product(GDP), andaboutone-third
of local jobs. Theseestimatesare
withoutapplying any normal
economicmultipliers. Thisstudy
doesapply somemultipliers to both
dollars and the numberof jobsthat
are createdby tourismdirectly.
Carewas takento estimatethese
multipliersconservatively.
Applying an incomemultiplier of

1.5 (see AppendixI) to the 25%ol
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GDPmentionedaboveyields 40%.
Thatsharewouki be35% evenif
this multiplier were appliedonly to
direct visitor-relatedexpenditures
in 2007,listed in public sources.
Of course,it shouldbenotedthat
if, for example,40%of the economy
wereremoved,the remaining
60%would alsobe affecteddue to
massiveunemploymentand reduced
governmentservices.in fact, for all
practicalpurposes,it is impossible
to draw the line betweenshares
of the economyaffectedand
unaffectedby tourism. It is almost
analogousto the removalof 40%
of the vital organsfrom the human
body andspeculatingon survival
of the individual.
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(continuedfrom page 1)

U As for jobs, the tourismcomponent
estimatedhereis substantiallyhigher.
Applying a jobs multiplier of 2.6
(seeAppendixII) to the one-third
estimatementionedaboveyields
anastoundingshareof over80%.
If that jobs multiplier is appliedonly
to Leisure& Hospitality jobs listed
in the StateLabor Department’s
establishmentsurveyalone, it comes
to 44%. If total governmentjobs
are addedto that 44%,only 35%
of all jobsin the state remain.
And thatsharewould be 74% if
the multiplier were appliedto the
numberof jobsgeneratedby visitor
relatedexpendituresin 2007, listed
in public sources.(Given the way
thejobs multiplier is calculated,
that 74% would includesomejobs
thatare only partially and indirectly
touchedby tourism, hut that
componentshouldbe countedalso.)

A’ Statetaxesare alsoaffectedgreatlyby
tourism. Statetaxesattributeddirectly
to the visitor industry in 2007
accountedfor 25% of GeneralFund
revenues(andthatdoesnot include
a numberof fees paid by the tourism
industry).Subjectthat to the 1.5
incomemultiplier above,and it
becomesalmost40%.The problems
encounteredby tourismrecentlyalso
are havinga seriousimpact.Using
Council on Revenuesestimates,
the declinein visitor arrivalsalone,
without anysecondaryeffectson other
forecastedvariables,causeda 2.5%
declinein theGeneralFund in 2008.

P. All thesenumberscanvary substan-
tially dependingon assumptions,
someof which are inevitablyarbitrary.
The overall point is clear,however.
Tourism’scontributionto the Hawaii
Economyis so largeevenunderthe
mostconservativeassumptions,that
if it remainsin the slumpin which
it now finds itself, the overallstate
economy— its jobs, tax revenues,
and thelife stylesof almostall of our
citizens— will be impactedseriously.

• A tourismforecastcontainedin
this studyover the next threeyears
projectsthat the visitor industry
may returnto positive growthover
that timeframe,but thatgrowth
will be slow. Thus, it is imperative
that leadershipefforts be madenow
to reviveand maintainthe industry
as muchand asquickly aspossible.
The pathof our economydepends
upon a healthytourismindustry.

• The main thrustof this paper,
commissionedby First HawaiianBank,
is to review tourism’seconomicimpor-
tanceto Hawaii and to makesome

• estimatedquantificationsaboutthe
• tourismcomponentof theeconomy.’

Most observersin Hawaii andevery-
whereelseautomaticallyassumethat
tourism is the main driverof the
economyof the 50thstate.Yet, given
its size andcomplexity,an exact
measurementof the sectorrelative
to the overall economyis difficult.

Thereare several reasonsfor this.
Oneof the main reasonsis that, unlike
many othermajor industries,tourism is
not brokenout neatlyandseparatelyas
a stand-alonesectorof any economy,
that of Hawaii included.

Forexample,total tourismjobs are
not brokenour separately.Underthe
StandardIndustrialClassification(SIC)
systemin place in the UnitedStates
prior to 1997, therewas no category
relatedspecifically to tourismat all.
After that,whenthe North American
Industry ClassificationSystem(NAICS)
wasadopted,therewas a categoryadded
for “Leisure & HospitalityJobs.”

Yet this categorysignificantly

undercountstotal jobs in anyeconomy

• dependenton travel and tourism.2

It doesnot include jobsdependenton
thingssuchas:
PA capital investmentby companies

andgovernmentsin visitor plant,
equipment,and infrastructure—. as
well as the actualconstructionof
theseelements,

PA touristretail and restaurantspending,

PA peopleinvolved in providingother
tourismserviceslike air travel,
rentals,park services,andsecurity,

PA governmentjobs fundedby the
taxesthat the tourismindustrypays,

U manufactureof clothing andother
itemssold to tourists,

PA realestatesalesdue to tourism,

PA healthcarerevenuesattributable
to visitors,

A’ entertainmentandart salesdue
to tourism,

farm jobsdevotedto growing food
for the visitor industry,

• anda hostof otherjobsthat are
related to servicingthe thousands
of employeesof tourism ‘-‘-. barbers,
bakers,to bankers.

A relatedproblemis the calculation
of an appropriate“multiplier” to apply
to direct tourisminjectionsto getat the
total economiccontributionof tourism
in an economy.Both incomemultipliers
andemploymentmultipliersare impor-
tant.Everyoneagreesthatsuchmulti-
pliers existandmostpeopleunderstand
theconceptsinvolved, but thedevil is
in the details.Unfortunately,in many
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economicstudiesthere is a tendency
to overstatesuchmultipliers,and that
underminestheir credibility. This over-
statementusuallystemsat leastpartly
from the factthat it is oftenin the
interestof thoseperformingeconomic
impact studieson variousindustriesto
overemphasizethe importanceof those
industries.Thisdocumentwill attempt
to estimateobjectivemultipliers in a
subsequentsectionandappendices.

Themost importantbottom line
pointof this papercanbe put quite
simply: In thefinal analysis,all regional
economiesare drivenby what they sell
to the restof the world. Thoseinjections
makethe wheelsof the local economy
turn. In mostsucheconomies,intelligent
local observersrecognizethis readily.
Detroit and the entireindustrialMidwest
of the United Statesknows it would be
in deeptroublewithout the domestic
autoindustry, anda financial centersuch
asNew York knows that if that sector
were to suddenlycollapsemostof the
city economywould go with it. In many
tourism-driveneconomies,however,
this fact is morefrequently forgotten.

The reasonsthe economicimpor-
tanceof tourism is more oftenoverlooked
are alsodue to severalinherentaspects
of the industry. It is sometimesless
visible becauseit blendsin with the
local economythat residentsalso enjoy.
It is sometimesnotconsidereda “serious”
industry like certainforms of manufac-
turing or sophisticatedendeavorslike
high tech.Many tourismjobs are not
higherpayingones,and thereis a
tendencynot to count them equally
with otherjobs that requirehigher
training andeducation.But thefact
is, tourismcreatesjobsat all levels—

low, middle income,andhigh.
Tourism is a greatbusinessto have

as the main pillar of economicsupport.
In fact, it would be hardto designa
betterone. It usuallyevolvesin areas
that are desirablein the first place,
it encouragesthe enhancementand
preservationof local culture, traditions,
andhistory, and it is a clean industry
thatencouragesthe maintenanceof
the local environment.In addition,

it is a labor intensiveindustrythat is
nor subjectto outsourcing.The jobs
thatare createdstay on thelocal scene.

To returnto the main economic
lessonof all this, however:If the primary
regionaldriver— whateverit is —

is not maintainedandupgraded,then
the entirelocal economysinks.Jobs
andeconomicactivitiesthat some
considerto be quite far removedfrom
thatmain driver canbe affectedvery
adversely.Thus,especiallyin timesof
economichardshipfor the main industry,
it is thatsectorwhich needsto be fixed

first. Otherwise,theentireeconomy
quickly gets seriously ill. There are many
historicalexamplesof thathappening—

sometimesirreversibly. It turns outthat
Hawaii tourism is in just sucha state
now, andwith it the entirelocal

economy.SectionIII of this document

reviewsthis scenarioin somedetail.
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Before turning to the stateof Hawaii
tourismnow and the measurementof
its importance,it is probablyuseful to
devotesomeattentionto why Hawaii
is sodependenton tourismin the first
place.A basicreasonis thatdiversified
economiesare moreresilient,and less
vulnerableto economicdownturns,
than the less diversifiedones.

Much attentionin the pasthas
beendevotedto making Hawaii’s
economya morediversifiedone,hut
thathasprovento be an elusivegoal.
Oneproblemin this areais that the goal

• of diversificationfor its own sakeoften
runscounterto the goal of economic
efficiency.Economicsteachesthat
economiesshouldalwaysspecializein
what they do best,and rely on trade

• with the restof the world to satisfy
otherneedsandwants.This is the

principle of comparativeadvantage.
That is why economistsoften

opposethings like tax subsidiesfor
• infant industries.High techis a good

example.It could be thatwe do not
havea comparativeadvantagein such
industries.If we did, thoseindustries

would haveemergedby themselves
without public subsidy.Perhapsthe
private sectorshouldbe trustedmore
thangovernmentwhen it comesto
picking the economicwinners.

More than that,however,much

of the reasonfor the absenceof diversi-
fication in the Hawaiieconomylieswith
its relativelysmall size. Forexample,
California’s stateeconomyis quite diver-
sified. But if California werea nation,

• it would be the eighth largestnational
economyin the world. Hawaii, on the
otherhand,accountsfor about3.4%
of California GrossDomesticProduct
and less thanhalf of onepercentof
U.S.nationalGrossDomesticProduct.

Theplain truthis: Hawaii’s economy
hasnever beenverydiversified, and it

is unlikely that it everwill be — at
leastcomparedto mostlargereconomies.
This caneasilybe seenby a brief review

• of Hawaii’s economichistory. Even
goingbackto the earliestdaysafter
Europeancontact,our small local
economyhasalwaysbeenrelatively
dependenton a singlesectoror
industry— eventhoughthat sector
hasnot always beenthe sameone.

Ai~ The sandalwoodtradedominated
from about1810 into the l820s.
Shipscarryingfur from Alaskaand
the PacificNorthweststoppedin
Hawaii to pick up theharvestof
hugestandsof sandalwood,valued
for its fragrance,in thehighereleva-
tions.In 1821, 4 million poundsof
Hawaiisandalwoodwereoff-loaded
inCanton.Labor wasdivertedaway
from the necessitiesof life to cut the
wood.Ali’i went into debtborrowing
againstwood that had not yet been
harvested,andsomeof thesedebts
werenot repaiduntil well afterthe
demiseof the industry.But the
industrvendednuicklv whensandal-
wood forestswere depleted.

PA Servicingthe Pacificwhaling fleet
was next.Whalingheld swayfrom
the 1820sto the 1870s.At its
zenith in the 1840s,over85% of
the Americanwhalingfleet was

(contirnaedon page4j



(continuedfroaaa page 3)

in the Pacific. Whalersfished the
equatorin winter andAlaskan
watersin summer,stopping in

Hawaii in both thespringand the
fall to re-prtsvisionandfor restand
recreation.Becausewhalersstayed
in port ltsnger (sever;slmonthseach
way) than the sandalwoodtrade,
they left moremoney in Hawaii.
It was highly seastsnal,butalso
highly cyclical, as the numberof
shipsthat visited eachyeatvaried
greatly. ~jj~2tihrh~halij]L

cldsswns;s~
~nded
abruptly.A bad winter destroyed
muchof thefleet in northern
waters,and the final nail in the
~

lv ania foilt swe ci by st h e r

U.S. domesticoil fields.

Sugarand theplantation economy
dominated from the 1876 Reeiprssc ity

Treaty until the t suthreak ssf Wssrkl
War II in 1941 . Polynesianshad
grown sugarcane for centuries,hut
the first commercialsugarmill in
Hawaii was built at Ktsltsa, Kauai in
i 835. Hawaii sugarexportsgota big
hoostfrom the U.S. Civil War, when
the North was cut ssff from Louisiana
sugar.This was ;s period0f rapid
economicanddemographicgrowth,
asworkerswere imported from
China, J span andOki nawa,the
Philippines,the Portugueseislands
ssf Madeira,andother locationstts

work the plantations.From 1876 to
1941, the U.S. populationtripled,
and that includedthe annexationof
12 new states.But Hawaii’s economy
greweightfold. By 1941,on the eve
of World War 11, oneout of three
employedpeoplein Hawaii worked
for a sugaror pineapplecompany.
But World War II heraldedthe

of t lze e nd of ila n tat ion

cropslike sucarand pine in Hawaii,

The oowPA- of the plantationsnever
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industry is likely to remainHawaii’s
bieeesrexportsectorfor somerime
to come.This is mainly because
thereis no contenderindustry in
the winesnow that canpossibly
comecloseto replacineit.

A graphicaldepiction of this
historical progressionis useftil. Chart I
belowshowshow eachof the above
industrieshavedominatedthe economy
in their turn. Eventhoughthereare
some intervalsof overlap, it is clear that
it was one industryandone industry
tsnly thatusuallyheld centerstage.
(in the chart, the spikesto 100%
representthe peakof the industry,
eventhoughtheir actualvaluevaried.)

The most recentlyctsmpleted
year2008 was not k nd t s the Hawaii

snomy, especially its tt surism ctsmpo—

nent. In 2007, total visitor expenditures

were$12.8billion, or 20.8%ssf stare

Gross DtsmesticProduct.Brir in 2008
thatsharedeclinedto 1 7.9’Xs or $11.4

hiIlion, an indication of how had l;sst
year was.

Hawaii tourism is now threatened
like neverbefore.The economyentered
2008on a slowing trajectorythat has.l
its origins in earlieryears.Expectations
werefor flat growth goinginto the year,
hutno onesaw the “perfect storm” of
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Pineapple

• Visitors
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Themilitary wastheoverwhelmingly
dominantsectorduringWorld War II.
Hawaii’s strategiclocation madeit
attractive to the U.S. military from
the daysof the late ISOOs.After the
1898annexation,in 1900Congress
appropriatedmoneyfor the dredging
of PearlHarbor.World War I was
fought in a different theater,hut
severalsstherNavyandArmy
installationswereestablishedin the
I 920s,all on Oahu- By anystandard
economicgrtswth measure,the
Hawaii economygrew fasterduring
World W;sr 11 thanhefssretsr since.
After the war, the military’s role in
the econtsmywasdrasticallyreduced.
Military withdrawalcauseda severe
recessusnduring the 1945-1949period
ibday, the military ‘ole is less than
in the past,morebecauseof the
growth ssf othersectorsthan because
of absoluteshrinkasze.

Tourism hasdominatedthe post
World War II Hawaii economy.Early
tourismgrowth camepartly because
Wssrld War II put Hawaii ssn the m;ip,
and it was fueledby the returning
in i Ii ta ry personnel wht s hadexperi-
enced it during the war. Thencame

959 statehood, and ins Ire military

exposureduring the VietnamWar.
But it was the adventof relatively
inexpensivejet air travel in the
I 960sthat reallycausedHawaii
tourismto takeoff. The visitor

CHART 1 • HAWAII’S MAJOR ECONOMIC ACTIVITIES
Scaledso thatMaximum Value ‘-100
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events thatcameaboutas theyear
progressed.The combinationof those
eventscontinuesto affectthe Hawaii
economyas 2009 unfolds,and that
will likely be the casefor sometime
to come.

The badnewsstartedto accelerate
towardthe endof thefirst quarterof
last year,andeachof thestate’sfour
countieswas affecteddirectly. A brief
reviewof someof the majorblowsfollows.
While someof them are not directly
relatedto tourism, theydeservemention
becausethey representall the more
reasonwe shouldnotstandby idly while
the state’smajor industrydeteriorates.

* It wasknown going into the year
that NorwegianCruise Lines’ Pride
of Hawaii would leave inter-island
servicein 2008,afteronly a two year
stay. Demandfor the American-
flagged,American-staffedvessel—
plaguedwith serviceissues— never
caughtup with stateroomsupply,
and its exit occurredat the endof
January.But anotherbombshellwas
droppedin February,whenNCL
announcedthat thesecondof what
had oncebeenthreeAmerican-
flaggedvesselsplying Hawaiian
waters, thePride ofAloha,would
also leave in May.That left only
one,the Pride of America,which had
beenpresentsince2005 and was
designedfor cruising Hawaii’s seas.
Economiceffectsof the two vessels’
departurewas felt especiallyon the
NeighborIslands,wherebusinesses
suchas activity operators,tour
companies, farms, laundries, and
othersacrosstheboardwere impacted.
The threemonthsnoticegivenfor
the Pride of Aloha was much more
suddenthan the ten monthsassoci-
ated with the Pride of Hawaii, and
severalactivitieshadonly recently
beencreatedto caterto cruise
passengers.Hawaiihadhigh hopes
for the PassengerServicesAct —

exemptedPride vesselswhentheir
debutwas announcedin 2004, and
neverhasa Hawaii industryramped
up soquickly to be collapsedin so
short a time.

Ill At the endof March 2008, Molokai
Ranchabruptly shutdownall of its
majoroperations,including the
22-roomMolokai Lodge, 40-unit
KaupoaBeachVillage, the Kaluakoi
Golf Course,otherrecreational
activities,plus the Maunaloagas
stationand the town’s theater.In
the process,120 workers lost their
jobs.The companyattributedthe
closuretofailure to win enough
supportfor a 200 lot luxury home
developmentat La’au Point,which
wasto helpfinanceotherRanch
activities.While notcritical from
thestandpointof the overall state,
theclosureby theisland’s largest
privateemployerand landowner
(about35% of the island) wasdevas-
tating to Molokai’s tiny economy.

* Days later,a much larger blow came
whenAloha Airgroup announced
shutdownof its passengeroperations,
afterfiling for bankruptcyfor the
secondtime since2004. In business
since1946,the closureof this second
largestkama’ainaairline hadpsycho-
logical as well as immediateandreal
economiceffects. Its fleet of 26
Boeing737sservedfive airportsin
Hawaii andsix destinationsin the
continentalU.S. Theywere the only
carrier thatofferednon-stopservice
from OrangeCountyto Hawaii, for
example.The shutdownaffected
1,900employees,impactedretire
ment benefits of other ex-workers,
as well asstrandingpassengers.

* Closeon the heelsof thisannounce-
ment,theair charterserviceATA
Airlines alsofiled for bankruptcy
anddiscontinuedall scheduled
flights, attributingthe action to the
loss of a key contractfor its military
charterbusiness.Like Aloha, this
suddenactionalsocauseddisruptions,
becauseothercustomerswerenot
givenanyadvancenotice.In addition
to its charterbusiness,ATA offered
regularserviceon severalroutes,
almostall of themto and from
Hawaii. ATA operateddirect flights
from the Mainland to Maui, Kauai,

andKona aswell asHonolulu. It
wasHilo’s only direct flight to the
Mainland.The combinedexit of
bothAloha andATA notonly added
uncertaintyto air travel to and from
Hawaii, it raisedexpectationsof
higherairfaresat a time whenmany
werejust planninga summervacation
to the state,while at thesametime
it causedplannersto scrambleto
makeup the lost airlift.

lii As a resultof theseeventsand
variousMainlandeconomiccircum-
stances,expectationsgoing into the
seasonfor 2008 summervisitors
were downbeatat best.In fact, as
the summerprogressed,outcomes
turnedout to be the worst in years.
Sharplyhigherenergypricesexacer-
batedairfare increases,andyear over
year monthlyvisitor arrival results
wereconsecutivelyworse.Interviews
conductedby this authoron the
NeighborIslandsover the summer
providedtangibleevidenceof this.
Traffic was notas congestedat the
major chokepoints,hoteloccupan-
cies weredown, propertiesshut
restaurantsandwings, andbusiness
was off visibly at otherdestinations
frequentedby visitors.

• As the summerworeon, another
couple negativedevelopments
unfoldedin Hawaii’s agricultural
sectorregardingtwo morevenerable
kama’ainacompanies.Oneof Maui’s
dominantemployers,Maui Land
& Pine,announcedin late July the
layoffof 274 workers,abouta quarter
of its totalworkforce.The bulk of
thesewere in its pineappleoperations,
whichhavestruggledin recentyears
in the face of foreign competition.
Attemptsto shift from canningto
freshfruit haveprovento be insuffi-
cient to rescuethis traditional Hawaii
plantationcrop. (Another 100
ML&P workerswere cut in February
2009;87 at its KapaluaResortand
another13 at its corporatehead-
quartersin Kahului. Remaining
workerstook a 10% paycut.)

(continued on page6)



The Condition of Hawaii
Thurism Industry Today
(continuedfrompage5)

* The other Hawaii plantation crop to
take a step back in 2008 was sugar
on Kauai. In September, Gay &
Robinsonannouncedthat in 2010
it would harvestits lastcrop of
commoditysugar,leaving the future
of theoperationto a proposed
ethanolplant in partnershipwith
Pacific WestEnergy.That under-
takinghasbeenin the works for
aboutthreeyearsnow, thoughit has
encountered various financing and
permittinghurdles.This Kauai
closureleavesMaui’s HC&S sugar
operationas the only remaining
Hawaii grower of commodity and
specialtysugar.

Ill Stilt, none of this preparedHawaii
for what was to comein the fall.
The financialglobal meltdownin
the United Statesthatstartedwith
the mortgagehackedsecuritiescrisis
spreadto becomea total freeze-upof
the financialsystem.Lendingground
to a halt. (Ironically, the local
financialsectorhaswithstoodthis
meltdownremarkablywell.) Investors
sawsignificantdeclinesin lifetime
savings,Obviouslynoneof this was
conduciveto long distanceleisure
travel, amongthe mostdiscretionary
of items in a householdbudget.Local
consumers were subject to many of
the samereactionsas their Mainland
counterparts,as the negativefinancial
news became continuously worse.
The holiday retail seasonin Hawaii
was worsefor storesandrestaurants
cateringmainly to visitorsthan for
thosefocusedmoreon the local
markets,butmany of the latteralso
reporteddisappointingresults.

• Businesstravelto Hawaiibegan
falling with othervisitor numbersin
2008.But it stalled furtherin 2009
whenPresidentBarackObama
calledon boardsof directorsof
companiesreceivingemergency
governmentlending to develop
guidelinesfor conferences,events,

andemployeeincentiveprograms.
Wells Fargo,for example,cancelled
a 11,000room-night incentive
meetingat Hilton HawaiianVillage
in Waikiki in February.

In light of all thesedevelopments,
it is not surprising that the overall 2008
recordwasvery soberingandthat the
outlookfor 2009 remainsquite down-
beat.A review of thenumbersby county
for the pastcalendaryear bearsthis out.
While someof thesenumbersarenot
directly relatedto tourism, theyare
importantin a reportlike this if only to
underscorewhy we needto nurturethe
maineconomicengine,tourism.

An Overview of RecentEconomic

Conditionsby County
Whentheaggregateis down,fixing the
driverbecomesevenmoreimportant.

Overall job growth for thestate
wasflat in 2008,with OahuandKauai
showingvery minorgainsandMaui
and the Big Islanddippingmarginally
into negativeterritory. Unemployment
ratesacceleratedmarkedlyacrossthe
countiesover the year.TheNeighbor
Islandnumberswere worsethanOahu,
whichfrom December2007 to December
2008on a non-seasonallyadjustedbasis
sawonly a 1.5% rise to 5.1%. The
correspondingfigures for Maui County
werea 3.3% rise to 6.7%, comparedto
HawaiiCounty’s3.6%rise to 7.1%and
Kauai’s 4.6%rise to 7.7%. (Thestate’s
correspondingnumberon a seasonally
adjustedbasisrose2.4%to 5.5%.)

The state’sall-importantvisitor
industrywasvery hardhit in 2008,
with a declinein total arrivalsof almost
11%. This was a staggering blow. Only
Canadaand theAll Othercategoryof
visitors showedmild increases,and
theseare smallerin anycase.Again,
it wastheNeighborIslandsthat bore
the bruntof this decline.While Oahu
visitorsfell 11%, Maui’s fell 15%, the
Big island’sdroppedover 18%,and
Kauai’s plummetedover 20%.This was
particularly devastatingto the Neighbor
Islands,whoseeconomiesare muchmore
dependenton tourismthanthe more
diversifiedOahu.

Statewidehoteloccupancyin 2008
declined4.6%to 70.4%,while hotel
room revenuesfell by $206.7million
to $2.91billion, down 6.6%from 2007.
Decemberwas the worstmonthof the
yearfor bothoccupanciesand revenues.
Hotel occupancydroppednearly10%
from December2007,the lowest
statewide level since the September 11,
2001 terroristattacks.Among thetop
25 U.S. lodging markets,Hawaii ranked
fifth in 2008 occupancy— behind New
York City, SanFrancisco,Miami, and
Los Angeles.

Major hotelchainsthat hadheld
the line on room ratesuntil late in the
yearfinally droppedthem,causingmajor
declinesin averagedaily rates(ADR).
The annual ADRheld the line above
the $200 mark, but this was due to a
comparativelystrong first quarter.
Statewiderevenueperavailableroom,
the broadestmeasureof hotel perform-
ance,endedthe year at $141.90,off
5.4% from 2007.

The discouragingpathof the visitor
industryin 2008 canbesthe seenon a
cumulativebasisas the year progressed.
Eachsuccessiveblow to the sectormade
the picturecontinuallyworse.Total
arrivals actuallyshowedpositivegrowth
in the first threemonthsof the year,
but by April cumulativegrowth was
flat andby May it hadreachednegative
territory. Thatcumulativedecline
becameworseat anacceleratingrate
as the disastroussummerprogressed,
andby the fall it hadreacheddouble
digit declines,endingthe year with a
total 11%drop.

Total spendingtraceda similarpath
on a cumulativebasis.Expenditures
were positive cumulatively through May,
but the summersaw thosenumbersalso
drop moreandmoreaseachmonth
passed.By the endof theyear,spending
was downalmost6% for the yearon a
currentdollar basis.Oahuvisitor spend-
ing in 2008 did not sufferas muchasfor
the stateaswhole,for whichoutlays
by air visitors droppedalmost 10%.

Thisprogressionhadan understand-
able negativepsychologicalimpact on
all componentsof the industry—



as hotels, activities, restaurants, and
tourismretail stoodby to seejust how
bad it would get.By year’s end,all
partsof the industryhadabandoned
hopeof holding the line on anything.
Hotelsdroppedroomrates,andheavy
discounting was apparent in practically
all otherpartsof the industry.

Waikiki hotels entered 2009 in a
survival mode.Oahuhasnotbeen
affectedas muchby the visitor down-
turn as theNeighborIslands,but that is
not truefor off-beachproperties.Beach-
front propertieshaveloweredratesto
shoreup occupancy,sothe off-beach
propertieshavehad to follow suit. Cash
flows are increasinglyanemic,andoverall
occupancyhasbeendown 10-15%.

TheJapanmarketnowadaysis for
all practicalpurposesanOahumarket.
It was off slightly less in 2008 than the
U.S.domesticside,down 10,2%for
Oahuversusa 14.5%Mainlanddrop.
(Much of the U.S. domesticdeclinewas
attributableto the exiting cruiseships,
as cruisepassengersfly to Honolulu to
hoardthe vessels.)Although many
Japangroupsare now stayingin cheaper
off-beachproperties,it is thebeachfront
propertiesthat setthe price.

In specific developments among the
hotels,the Royal Hawaiiancompleted
irs majorrenovations,with 400 refur-
bishedrooms,and the SheratonWaikiki
is makingsteadyprogress,but renovation
of its PrincessKaiulani andthenew
Diamondhead tower for the Moana
have been delayed. Hilton recently
openedup 350 timeshareunitsand
Outrigger is actively pursuing Asian
developmentfor diversificationpurposes.
Outrigger Reef is putting 400 condo
hotel units backon the market.

On balance, the Waikiki visitor
plant actually is inbettershapethan
it has been in some rime, much better
than five years ago. Most major hotels
havebeenrenovated,somethingthat
the industrystandardsetsas needing
to he doneevery five to sevenyears.
The Pacific BeachHotel is the last
major hotel not renovated.

Among restaurants,thosethat
attracta largershareof local business—

suchasDuke’s, TheYardhouse,and
Ruth’s Chris — havebeenfaringbetter
in the down economy. But closure of a
restaurantsucha Nick’s Fishmarketis a
sign of the hard times.

On the leeward side at Ko Olina,
Disney is moving forward with its
development, but the process may
slow dueto the stateof theeconomy.
Preliminarysitework therehasbegun.
The resort, Disney’sfirst in Hawaii, will
include350 traditionalhotel roomsand
480 DisneyVacationClub Villas. As
well, a pool, spa, wedding lawn, a
conventioncenter,children’sclub,
and two restaurantswill be included.
Someexpect it to competemore with
NeighborIslandresortsthanWaikiki,
because its ambiance is more similar to
thosedestinations.

Weakconstructionhasaddedto
the faltering economy. After being the
leadingsectorin job growth overthe
previousseveralyears,this component
alsochangedabruptly in 2008.Overall
stateconstructionjob growthdropped
into negativeterritory last year,after
6.8%growth in 2007.Oahumanaged
to remainpositive,with 1.4%growth
in building jobs, but onceagainthe
NeighborIslandsgenerallywere weaker.
Maui’s correspondingnumbersfell
4.5%and the Big Island’sdropped
almost7%. Kauai managedto remain
positivewith 11.7%constructionjob
growth,buteventhereseveralprojects
that were movingforwardearlier in the
year have been scaled back, postponed,
or cancelled.

Plummetingsaleswere the hallmark
of Hawaii real estatein 2008.Realtors
spendmoneylike everyoneelse,and
the drop in their commissionswasbut
yet anotherpartof Hawaii’s anemic
economylast year.Single family resales
on Oahu were off 24%, and condos
were downover28%.On the Neighbor
islands, theRealtorsAssociationof
Maui reporteda 21%drop in single
family salesfor the year,with condo
salesdown 35%.The Big Islandand
Kauaifaredworse.Hawaii County
singlefamily saleswere off 33%,and
condoswere down29%.On Kauai,

therewasa 31%decline in single
family salesanda whopping43%
drop in condosales.

Median prices were also down,
thoughnot by nearlyas much. In the
face of suchdrasticsalesdeclines,this
was actuallygood news.Oahusingle
family medianpricesdroppeda mere
3%, andcondospriceswereabsolutely
flat. Maui singlefamily medianprices
were off 8%, with condos again showing
no change. Hawaii County showed
greatersoftnessin prices. TheBig Island
sawa 13% medianpricedrop for single
family units,anda 6% declinefor
condos.Among the NeighborIslands,
Kauaipricesfaredbest.Singlefamily
medianpriceswere off only 5%,with
condosdown4%.

As always, it shouldbe notedthat

especiallyNeighborIsland realestate
datashouldhe takenwith a grainof salt.
Both transactionsandpricescanvary
greatlyacrossareasof the island,and the
mix of transactions— the local versus
the offshoremarket,for example— can
alsohe distorting.But theoverall trends
are clear: much lowervolume anda
softening in prices.Expectationsare
that priceswill fall morein 2009,and
at an acceleratingpace.

Thehousingslumphasevenaffected
the “affordablehousing” component,
homesaimedat low to moderateincome
buyers. Tighter lending standardsand
risingfearsaboutjobs and the overall
economyhavetakena toll in this
segment also, even with falling mortgage
ratesand the softeningprices. (Another
dragonconstructionrelatedto the
affordable housing component relates
to thehigherproportionof affordable
housingrequiredby countiesin new
developments.)

Nonetheless,Hawaiicanbe thankftil
for greaterresiliencyin residential
pricesthanmany Mainland locations.
Constraintson the developmentprocess,
resulting in lower inventory,canhave
buoyingeffect in times like the present.
We frequentlyforgetthat in bettertimes.

Trendsinhomepriceshaveimpor-
tant implicationsfor othercomponents

(continuedon page8)
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of theeconomyalso.As peoplefeel
they are worth less on paper, they
spend less on other things. And builders
watchhomepricestoo,becausea turn-
aroundin pricesusuallymeandemand
for their productis rampingup. Home
prices will continue to be watched
closely in Hawaii. Until they stabilize,
it is unlikely that we will see a genuine
recoverylocally.

In statewide commercial real
estatetransactionsover $1 million,
the nationalfreezein commercial
propertylendinghit Hawaii hardin
2008.The dollar amountof such
commercialproperty transactions—
including hotels, shopping centers,
office buildings,andothercommercial
real estate— plungedfrom $3 billion
in 2007 to $788 million in2008,a 74%
drop.The numberof suchtransactions
fell 37%, from 264 to 166. An absence
of many highvaluehotel transactions
was a major contributorto the decline,
but it was spreadover a marketthat
also includedwarehouses,apartment
buildings,golf courses,farmland,and
undevelopedland zonedfor commercial
use.Much of thecommercialproperty

financing in earlieryearscamefrom
loanspackagedas mortgage-backed
securitiesthatwere soldto institutional
investors,a vehiclethatdriedup in 2008.

Otherbroadindicatorsof falling
statewideeconomicactivity in 2008
are noteworthy. Onesuch indicator is
auto sales, perhaps the biggest ticket
item after home sales. The Hawaii
Auto Dealers Association reported
that in 2008 new vehicle registrations
were anestimated42,568,well below
projectionsgoing into the year.The
recordfor sucha numberwas achieved
in 2005,with 70,268newregistrations.
They havebeenfalling sincethen,but
not at nearlyso rapida rateas in 2008.
Furtherdeclinesare expectedin 2009;
in January2009 the Association
releaseda salesprojectionof 36,000for
the year.Touristsmaynor buy carshere,

but thoseemployedin the visitor
industrycertainlydo.

Someindicatorsarecountercyclical.
For example,studentenrollmentacross
the ten campussystemof the University
of Hawaii rose5.6%in the fall semester
of 2008overthe previousspring.(The
UH community colleges saw a 9.4%
increase,andUH Manoahada 0.3%
decline.)The increasewasattributed
to people — manyfrom the tourism
industry— seeking additional training
in this downeconomy,astheywere
unemployedor underemployed.

Emerging Developmentsin 2009
Theyear 2009beganon the same

downbeatnotesin Hawaii’s economy
thatprevailed in late 2008.Lower state
tax revenueforecastssentlawmakers
searchingfor ways to balancethe grow-
ing budgetdeficit. Amongother things,
increasedtaxesor feeson fuel, vehicle

• weight, cigarettes,alcohol,rentalcars,
• andvehicleregistrationwere suggested.

Evenmoreseveretax increaseshave
beendiscussed,including raising the

• state’sgeneralexcisetax.
In additionto higher taxes,

particularly unpopularin theselean
economictimes,spendingcuts have
also beenconsidered— agencycuts,
furloughs,usingemergencyhurricane

• relief moneyand the proceedsof the
GET surchargeintendedto fund Oahu
rail transit,and reducinghigh tech
tax credits.

It was announced in mid-February
that Hawaii’s share of the $787 billion
federalstimuluspackagewould be
$940million overthe nexttwo years.
While this will not solve the state’s
budgetdeficit problems,it waswelcome
news. Becausethe injection will be
basedon formula-basedspending,
however,it was initially difficult
to determine exactly how the state
economywould be impacted.

Oahuhomesalesopenedthe year
with a 46.5%declineoverJanuaryof
the previousyear,only 122 transactions.
The medianpricefell to $539,500,a
10.1%monthlydeclineandthe lowest

• level sinceearly2005.But themix of

transactionsin sucha small sample
makethe numbersmeanmuchless
than they might otherwise.In the
condomarket,correspondingsales
fell 50.9% to 159, and median prices
dropped5.8%to $305,000.

NeighborIsland realestatenumbers
were similar in the first month of the
year.Big Islandsinglefamily saleswere
down46%,Kauai’s were off 55%,and
Maui’s weredown 49%.Corresponding
median prices were down 17% for
the Big Islandand 20%for lCauai,
butonly 1% for Maui. Yet onceagain,
smallsamplescandistort the numbers
substantially.

The year over year monthly visitor
numbers will begin 2009on a continued
dismallydownwardtrack. Thefirst
three months of 2008 were the best
of thelast year,somonthlynumbers
in 2009 will suffer by comparison. In
January2009, total visitor arrivalsfell
12.5%,with theJapanesecomponent
dropping12.7%.Total visitor spending
was off 13.6%for the month.

TheHawaii economywill not
get much helpfrom the private
constructionsectorin 2009 or 2010.
A consensusforecastexpectstotal
constructionspendingto declineat
doubledigit ratesin bothyears.
Commercialand resortbuilding are
in retreat.The residentialconstruction
downturnwill continueas income
and wealthlossesunderminehousing
demand.Somehelpcanbe expected
from the Federalstimulusplan and
State spending, but that will not offset
the privatecontraction.Moredetails
and certainty must come from things
like theOahuRail Transitproject
before they can be factored in with
any certainty.

Overall, as 2009 has begun,
Hawaii braces for what is likely to
be a continuation and worsening of
its most severeeconomicdownturnat
leastsince1959statehood.Any signs
of optimism,suchas the proceedsof
the federalstimulusor the rail transit
project,areeithertoo vagueor too
far off to be much consolationin a
situationthat remainsquitedownbeat.



IV~Local Attitudes
towardTourism: Where
you standdependson
where you sit

Hawaii is blessed with an enviable
number of assets that enhance its status
asa visitor destinationandmakeit
superiorto competition.Theseinclude
its naturalenvironmentandcultural
heritage. Yet attitudes toward tourism in
Hawaii vary a greatdealdependingon
the perspectivefrom which the industry
is viewed. This lack of consensus often
hampersplanningand the optimal
developmentof the visitor product.
Ironically, it seemsto existboth in
good timesand in not so goodtimes
like the present.This sectionsumma-
rizessomeof thedisparitiesthat exist
in these views.’

Visitors
An overwhelmingnumberof actual

andpotentialHawaii visitors view the
destinationasa primeplace to takea
tropical vacation.This is particularly
true amongmoreeducatedandhigher
incometravelers.The downsideof this
is that, with suchhighexpectations,
caremust be takennot to disappoint
them whenthey gethere.

Mostof theHawaii visitor plant
comparesquite favorably with that in
competingdestinations.Unfortunately,
the samecannotbe saidfor much of
Hawaii’s infrastructure:parks,roads,
and otherpublic facilities,Airports are
the first impressionHawaii visitors get
of the islands,and upgradesandmain-
tenancethereare essential.Visitors
shouldbe ableto expectsafe andclean
public facilities thatdo nor suffer in
comparisonto whatthey encounterin
otherdestinationresorts.The latter
shouldnot be seenas oasesin what
they sometimesperceiveas a third
world environment.

Some of the discussion in this section is drawn from
Hawaii Tourism Product Assessment, Vol. I, Executive
Summon, presented to the Hawaii Tourism Authority
by KPMO LLP, Laird ChristiansonAdvertising, Inc.,
yesawich, Pepperdine, & Brown, Market Trends Pacific,
Inc., and Oroup 70 International Ltd., June 8, 1999.

Ironically, Hawaii’s superiorimage
oftenhasservedas an impedimentto
travel to the islands. For example,
corporate groups have been viewed
as incurringunnecessaryexpensewhen
theyplan a Hawaii eventor meeting.
In today’s environment, heavy price
discounting— in airfares, hotels,
activities,andotheraspectsof a Hawaii
vacation— make this an unprecedented
time to visit, and this canbe anadvan-
tagethatcountersthe negativeincome
effectsof a seriousglobal economic
downturn.But whatCEO wantsto
besingled outas a spendthriftin the
currentsituationbecausethe organiza-
tion plansanincentivesmeetinghere?

Residents
Enlightened residents recognize

the economicimportanceof thestate’s
primaryexportengine.They maynotbe
ableto measureit accurately,but they
do know it is critically large,which in
the final analysisis all that really counts.

Unfortunately,thereare sometimes
far toofew of thosewho recognizethe
significanceof tourism’simportance
to Hawaii. There is often a strong
unfoundedperceptionof competition
(versus partnership) between visitors
andresidentsover limited resources.
Residentsoften identify the tourism
industrywith the highercost of living
in Hawaii, andalso with traffic conges-
tion. Thereis little appreciationthat
tourism has enhanced the quality of
life of our citizensandthe economic
developmentof otherindustries,
e.g. music and agriculture. And thus
this contributesto legitimatediversifi-
cationof the economy.

The result is an indifferent relation-
ship amongsomeresidentswith respect
to tourism. Onemight think this
ambivalent view would diminish when
tourism is in asdeepa slumpas it is
today,hut evidencefrom pastperiods
of tourismcontraction(such asthe
mid-l990s) showsthat is often not
the case.This indicatesthat the
ambivalenceis quite deep-seated.

It is interesting that this ambiva-
lencedoesnot existin manyother

regionstoward their area’sprimary
economicengine.Even in areas,and
sometimesespeciallyin areaswherethat
engine has visible negative externalities
— such as the local pollution associated
withheavyindustry— residents are fully
aware that their living standards and
lifestyle would be far worse without it.

If tourism is viewed as not being
consistentwith communityvalues,then
it becomesdifficult if not impossible
to conveyseveral importantpoints.
Among them is an appreciationof the
factthat protectionof Hawaii’s natural
beauty enhances the local quality of life
as well asthe visitor experience.It also
highlights respectfor cultural values,
history, music,dance,andour traditions,
while at the sametime it helpsmaintain
a natural spirit of aloha.

And if tourism’seconomicimpor-
tanceis not recognizedby all Hawaii
residents,it hampersthe ability of the
tourismindustry, othersin privatesector
businesses,andgovernmentto garner
the grassrootssupportfor industry
initiatives. Only marketingefforts that
are internally aswell as externally
focusedcanhelp alleviatethis problem.

Vi:sitor industry
No componentof the Hawaii

economyneedsconvincingless about
the importanceof tourismthan the
visitor industry itself. The burdenfalls
primarily on this sectorto convince
everyoneelseof tourism’seconomic
importance.Unfortunately,however,
when those directly involved in any
industrypreachthe importanceof their
business,it is ofren viewed as just another
lobbying effort. A majorpointof this
paper is that tourism indisputably
occupiesa centralpivotalrole in the
Hawaii economy.Thismustberecognized
andappreciatedby all of us.

Coordinationof thismessagewithin
the industryis critically important.
As with anyhumanactivity, internal
differencescanarise,but theseshould
beminimized.Strongleadershipis
essential.A recentStateaudit concluded
that the HawaiiTourismAuthority

(continuedon page10)
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lackeda long-termstrategyfor expand-
ing the visitor industry.

Other industries in the private
sectorcanhelp,as canorganizations
such as business roundtables, chambers
of commerce, economic development
boards,and tradeassociations.In the
private sector outside of tourism itself,
there are inevitably some of the same
misperceptions as those that exist
among residents. While a hotel worker
may know how important the visitor
industry is, this appreciation may not
be asgreatamongthosein non-tourism
retailing, certain components of the
constructionindustry, realestate,
manufacturing, and business and
professionalservices.(For example,
it takesabroadervision for adentist
whosepatientsare only local residents
to appreciatethe importanceof tourism
than it discs for a restaurateurwhose
customersaremostly locals,but also
includesometourists.)

There is definitely a general
awarenessamongbusinessesin the
non-tourismsectorof Hawaii’s economy
that the visitor industry is the most
important among its major sectors.
A recentsurveyby the Hawaii Business
Roundtable and Pacific Resource
Partnership,for example,foundthat the
visitor industryrankedfirst (80% of
thoseresponding)in industry importance
and first in support of other businesses
andjobs (70% of thoseresponding).
Other choices were the healthcare
industry, theconstructionindustry, and
the military and defense industry.4

Government
Lawmakersandothergovernment

officials areamongthe most important
of thosewho play a role in determining
the futureof Hawaii tourism.Often
thesedecisionmakersalso taketourism
for granted.

It would help if there were more of
a sharedvision andcoordinationamong
state, county, and individual agencies
with regardto tourismpolicy and
planning.For example,in responseto
theeconomicslowdown,our four county
mayorshavebeenmeetingoften to
addressstrategicinitiatives, including
thefederalstimuluspackage.

Perhapsmost important,however,
is the fact that much of the same
indifferenceto tourism’soverriding
importance exists in the public sector
as in partsof theprivatesectorand
amongresidents.Justas in the above
discussionregardingresidentsand
othergroups,the point bearsreiterating
that the critical driving link between
tourismand the overall economyneeds
to he emphasizedmore.

Touristsdo notvote in local
elections.Thus, if residentvoters
are ignorantof tourism’seconomic
importance,perhapsit is rational
behavioramongelectedofficials to
reflect those views of their constituents
in their decision-making. This is likely
to be true in spiteof moreenlightened
views of tourism’soverriding importance.

In this regard, it is theeducationof
all stakeholderstogetherthat is needed.
Withoutthat unified support,not only
the tourismsectorbut Hawaii’s overall
economy will not achieve its potential.
Neverhasthispointbeenmorecrucial
than in the very challengingtimesthat
the Hawaiieconomynow faces.

V~Quantifying
Tourism’s Total
EconomicContribution

There has been some prior work
on estimating tourism’s share of the
Hawaii economy, though not very
much recently. In March 1996, the
World Travel andTourismCouncil
(WTTC) basedin London,England
publisheda studythatattemptedto
measurethe tourismshareof the Hawaii
economy.The approachusedin their
studywas basedon a “satellite account”
methodologydevelopedby Wharton
EconometricForecastingAssociates

(WEFA). The studywas replicatedin
threesubsequentyears— 1997, 1998,
and 1999 — but it hasnot beenredone
sincethen.’

This seriesof WTTC studiesfound
that tourismaccountedfor abouta
quarterof Hawaii GrossDomestic

• Productandaboutonethird of its total
• employment.The specific numbers

containedin thelast report (1999)
were 26.3% of Hawaii Gross Domestic
Productand32.1%of total employment
in the state.The employmentsharefor

• Hawaii was comparedto 13.2%for the
overallUnited Statesand 8.2%for the
world as a whole. Eventhoughthis
series of reports is now ten years old,
the numbersthey containcontinue
to he cited widely as the tourism share
of the Hawaiieconomy.

The reportalso projectedthat by
2010the totalemploymentsharefor
Hawaiiwould growto 39.6%.While
verification of this numberawaitsan
updateof the 1999 report, it is plausible
given the expansionof the stateeconomy
sincethen,anexpansionthatwas

1, driven in large part by tourism and
changesin the compositionof the local
visitor plant. (Witness,for example,
the large additions in time share that

• haveoccurredover the pastdecade.)

See The People’s Pulse, Winter 2009, sponsored by the Hawaii Business Rouodtahle and Pacific Resource Partnership (research conducted by OmniTrak Group, Inc.)

‘See World Travel & Tourism Council, Travel & Tourism and Hawaii’s Economy, January 31, 1997; WTTC Hawaii Tounsm Report 1998, May 20, 1998; WTTC Hawaii Tourism
Report 1999, june 1999- The Research and Economic Analysis Division of the State of Hawaii Department of Busioess, Economic Development, and Tourism is currently in the
process of updating these studies, but that update was not available at the time this document was prepared-



It should be noted that all of these
studiesand the numbersincludedin
them did not incorporate any economic
multipliers,or the ripple effectsof the
overall tourism industry as they trickle
throughoutvarious levelsof theeconomy.
It was admitted that such multipliers
do exist, but conservatism dictated
their exclusion.6This presentdocument
does make an attempt to incorporate
multiplier effects, because to exclude
them can grossly underestimate tourism’s
overall economicimportance.

There are two typesof multipliers
that shouldbeconsidered— an
inducedincomemultiplier andan
employment multiplier. An example of
the former is calculated in Appendix I
of this document,and the latter in
AppendixII. Both useconventional
formulasand logic, andbothhavebeen
usedin earlierstudies.It shouldalsobe
emphasizedthat botharequite conser-
vativecomparedto multipliersthat are
often invoked.This conservatismis
adoptedin orderto avoidcriticism that
tourism’seconomicimpact is overstated.

The incomemultiplier developed
in Appendix I is 1.5 — that is, for
eachdollarof expenditureinjected
into the local economyby the tourism
industry, thereis another50% that
is inducedasthat dollar is spentand
re-spent.Thosefamiliar with the use
of incomemultipliers in economic
analyseswill immediatelyrecognize
how conservativethis estimateis.
Often multipliersof 2.0or 2.5, or even
higher, are accepted as commonplace
in economicimpact studies.

The main reason the lower income
multiplier is adoptedhere is that its
valuedependsupon leakagesfrom the
income stream at each stage of the
re-spendingprocess.Thereare three
generaltypesof leakagesfrom spending
that are usuallyconsidered— partof
the subjectdollar is savedratherthan
spent,part of it is paid in taxes,andpart

of it is spenton thingsoutsidethe local
economy,or imports. Among these
three, it is imports that are abnormally
largefor theHawaiieconomy,thusit

is this leakagethat reducesthe local
income multiplier compared to that

for someothereconomies.Nonetheless,
that50%in additional inducedspending
is significant and should not be ignored.

The employment multiplier in
Appendix II considerstwo typesof
indirect jobs created by the tourism
industry. The first is related to those

who servicethe industry.Someof their
job might be relatedto non-tourism
activities,butthatpartwhichis devoted
to tourism should be counted. The
secondtype of indirect job is related to
the induced income multiplier developed
in Appendix 1. In sum, Appendix 11
concludes that for every direct tourism
job in Hawaii, thereare likely to be
about1.6 otherjobs thatare created
indirectly. The readeris referredto
the two Appendices for more in depth
discussionof the logic underlyingthe
two multipliers.

If one appliesthesetwo multipliers
to theestimatescontainedin the WTTC
study, the following tourismsharescan
be derived, Subjecting the state Gross
DomesticProductshareaboveof 26.3%
to the incomemultiplier of 1.5% yields
39.45%. Of course, even this estimate
canunderstatetourism’seconomicrole,
becauseif thatapproximate40% were
suddenlyeliminated,theremaining60%
would likely be seriouslyaffectedalso.

As for employment,addingthe
1.6 indirect jobs to the 32.1% yields
a staggering83.5%job sharethat is
somehowindirectly touchedby the
visitor industry— over51%morethan
the estimated32.1%sharein theW1TC
study. If that 32.1% estimate already
included some indirect jobs, this might
be considered an overestimate, but the

point is clear.Justmultiplying the 2.6
jobs multiplier of Appendix11 timesthe

17% sharefor leisureand hospitality
jobsin 2008establishmentsurveyof
jobsyields44% of total Hawaii jobs
directly or indirectly relatedto tourism.

It is possible to update these
estimates of tourism’s share of the
economy,usingpublicly availabledata.
Direct visitor-relatedexpendituresin
the mostrecentlyavailableyear of 2007
at this writing totaled $14.5 billion.7

(Of this amount,$12.8billion was
visitor spending,and the remainder
was overseasairline andcruiseline
spending.5) Thataloneamountedto
almost24%of stateGrossDomestic
Product that year. If that number is
subjectedto the incomemultiplier of
1.5, it becomes$21.75billion — or
35%of state Gross Domestic Product
in 2007.

Turning to jobcreationby the
tourismsector,a total of 178,600jobs
havebeenattributedto economic
activity generatedby visitor-related
expendituresin 2007 (direct impact
only).’ (TheLeisure& Hospitaliry Jobs
categoryin the establishmentsurvey
of jobs publishedby the StateLabor
Department, which includes only
iiArts Entertainment,& Recreation”
plus “Accommodation& FoodService”
jobsaccountedfor 109,850of that
total, or 61.5%.) If that number is
accurate,thensubjectingit to the jobs
multiplier of 2.6yields 464,400jobs,
or almost 74% of the total jobs in the
state in 2007 thatwere somehow
toucheddirectlyor indirectly by tourism.
This numberis a good bit higherthan
mostpeoplewould guess.

Note that thesefiguresshouldbe
consideredonly estimates.They can
changeover rime, varyingwith cycles
in tourism for example, and they are
only approximationsin thefirst place.
Plus, the multipliers themselves are only
estimates.The main point is that the
visitor industry is critically important

(continuedon page12)

Soc the introduction to the 1996 report by Richard R. Kelley of Outrigger Hotels and Resorts, ‘This multiplier effect, everyone agrees, does exist, but there has been on widely
accepted fssrmula for computing it; hence its exclusion from the methodology used here-”

Sec Hawaii State Data Book 2007, Table 731.
Visitor expenditures cover direct spending by visitors staying overnight or longer, plus any non-overnight inter-island trips reported by these visitors.

‘See Hawaii State Data Book 2007, Table 7,32.



Quantifying iourism’s TOtal
Economic Contribution
(continuedfrom page 11)

to the Hawaii economy.Onecanargue
aboutthe exactshare.Using different
techniquesto calculatethe multipliers
or the ultimate shares can cause the
estimates to vary, but the bottom line
is that without the industryHawaii’s
economywould essentiallydry up.
Anyonewho argueswith thatpoint
is teeteringon a very thin line.

Local Tax Impacts
A majorway in which the visitor

industryaffectsthe Hawaii economy
is throughtax revenuesand fees.For
example, much infrastructure has been
a result of tourismvisitor plant devel-
opment,includingsewers,schools,
water, roads, airports, and harbors.
Sosomecalculationsin that regard
also shedlight on tourism’simportance.
A weak tourismsectorobviously
meansless that canbe spenton public
programsof anykind, andthat affects
thestandardof living and life style of
all Hawaii residentsdirectly.

EstimatedStatetaxesattributed
to the visitor industrydirectly in 2007
amountedto $1.2billion, or over 25%
of the $4.7 billion in GeneralFundtax
revenuesin 2007.0 To put that total
of $1.2 billion in perspectiverelative
to various individual components of the
General Fund, it wasalmosthalf of the
totalGeneralExciseTaxescollected
and threefourthsof individual income
taxes collected in the subject year.

Wealso cannot neglect the fact
that the tourism crisis in which Hawaii
now finds itself is having anextremely
seriousimpact on tax revenues.An
examplefrom the Council on Revenues
of the Stateof Hawaii illustratesthis.
The Council does not forecast the
GeneralFunddirectly. Rather, its

members project several major economic
variablesthataffecttaxes.The Council’s
consensus forecasts of these independent
variablesserveas inputs to anecono-
metric modelmaintainedby Tax
Research and Planning in the Depart-
ment of Taxation.It is that model that
forecaststhe GeneralFund, sothe
values of coefficients in the model
providequantitativeinformation about
tourism’seconomicimpacton taxes.

The January 2009 estimate of the
elasticity of statevisitor arrivalson the
GeneralFund — that is, the percentage
by which the GeneralFundwill change
for a onepercentchangeis visitor
arrivals— is 0.23. That amounts to a
$10.43million impacton theGeneral
Fund.” Thus,in 2008,whentotalstate
visitor arrivalsfell by 10.8%,therewas
an estimated 2.5%decline in the
GeneralFund, or $112.64million.

But that is not the total impact
on the GeneralFund. The estimated

• elasticity in the aboveparagraphis
whenall else is held constant.And of

• course,in the realworld, all else is
neverheldconstant.Forexample,

• a declinein visitor arrivalswill cause
Hawaii totalpersonalincometo fall,

• andpersonalincomeis another
importantvariablein the tax forecast-

• ing model.Soconsiderthe numbers
aboveas very conservativeestimates
of the tax effectsof the 2008drop in
visitor arrivals.

To put the $112.64million number
in perspective, however, it is over half
of the totalTransientAccommodation
Tax (TAT) collected in 2008, and about
12%of total governmentcontracts
awardedlast year.If that estimated
figure is subjectedin the incomemulti-
plier derivedin AppendixI of this
document, it becomes$169.0million.
This, in turn, was almost 18%of total
2008 governmentcontractsawarded

• and75% of the total TAT collected.

Thus,whenone thinks of what
could havebeendonewith themoney,
the sum is quite significant. This fact
shouldnot escapethe attentionof
policymakersin thesetimesof growing
State budget deficits, who must make
decisionson how to bestallocate
increasingly scarce public finds to
make the economy better. And, note
onceagainthat we haveconcentrated
in this section only on one particular
tax fund, and the calculatedeffects
havebeenpartialevenfor that.

OtherEconomicBenefits
The presenceof the local tourism

industrybestowsotherbenefitson
Hawaii that oftenescapeattention.
Consider airlift, for example. As a
consequenceof havinga dominant
tourismindustry,Honolulu residents
haveconsiderablymoreaccessto air
transportationthan is the casefor a
city of a similar sizethat is nor oriented
towarda visitor industry.

Examplesillustrate this clearly.
If onedividesavailableair seatsby
populationfor four cities — Tucson,
Arizona,Tulsa Oklahoma,Fresno
California, andHonolulu— by the
populationof thosecities,the ratios
depictedin Chart2 (below right) appl~.
Tucson,Tulsa,andFresnowere chosen
becausethosecitiesare not very
dependenton tourism. (International
origins anddestinationswere excluded
in computing these ratios, so as not to
biasresultsin favor of Honolulu.)

It is quite obvious that Honolulu
hasfar moreseatsrelativeto population
than the chosen non-tourist cities.
Similar ratios wereobtainedwhen
calculated from departures and onboard
passengernumbersrelativeto popula-
tion. This advantage is all the more
valuablewhenone considersthe
relativeisolationof Honolulu.

Hawaii Travel and Tourism Account and Table C-2, Quarterly Statistical & Economic Report, Department of Business, Economic Development, & Thurism, State of Hawaii.

These estimates are presented in council on Revenues, Forecast ojGeneral Fund Tax Revenues, FT 2009 to FT 2013, january 9, 2009, page 9.



V15 A LongerTerm
Tourism Forecast for

Hawaii
The presentoutlookfor Hawaii

tourism is not optimistic. The State’s
own forecastfor 2009 visitor arrivalsis
a 5.9%decline. (Using the tax revenue
numbers in the preceding section, that
means another $61.53 million decline
in General Fund tax revenues related
to that figure alone.)

Anyonewho claims to know with
any certaintyhow Hawaii tourismwill
fare in 2010 and2011 shouldimmedi-
ately be suspect.But it is ratherclear
that tourism will be dependent to a much
greaterextent thanusualon how quickly
thenationaleconomyrecoversfrom
its worst recessionsincethe Great
Depressionof the 1930s. In the current
environment, tourism forecasters need
to counterbalancetwo opposingforces.
Thefirst is thenegativewealtheffectand
extremely weak consumer confidence
that accompaniesthevery ill economy.
The secondis heavypricediscounting
in the Hawaii tourismindustry itself,
alongwith lower airfaresthat are related
to cheaperenergypricesthat are them-
selvesa resultof that recession.

Economistsoften speakof the three
“D’s” when measuring the seriousness
of a recession.These aredepth,duration,
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Ratios were cslculated as seats (for the 12 months ending in November2008) per 1,000 inhabitants (in July
2007) from U.S. Department ofTransportation data. (The author would like to thank Frederic Proute, Senior
Director - Financial Analysis, Hawaiian Airlines, for this data.)

anddispersionacrosssectorsof the
economy.The currentrecessionis
unprecedented in modern times with
respectto all three.So it is wise to
weighthat force moreheavily thanthe
fact that a Hawaii vacationis cheaper
than in years.Thus,while theremay
be some recovery in the Hawaii visitor
industry in 2010,the increasein arrivals
will likely remainalmostfiat, in the
very low singledigits at best,for 2010.
Wecanhopefor betterperformance
by 2011,but the increasein arrivals
maystill remainin the low single
digits.A reasonablescenariofor visitor
arrival growth at presentmight be
-6.0%, 1.0%, and 3.0% for the years
2009,2010,and2011,respectively.

Wecan always hope for better
outcomes,but muchof this will depend
on whether we get any good news
comingout of the nationalandglobal
economies.We shouldbearin mind
that long distancetravel to a place like
Hawaii will not likely he amongthe
first things to recoverwhenthe economy
doesstart to grow again.We canpin
somehopeson new marketssuchas
KoreaandperhapsChina,but those
marketswill remainsmall enoughthat
they cannotprovidea major boostin
the nearterm. (Thesigningof a mid-
2008U.S. - Chinaagreementraised
hopes,but thereare severalstumbling
blocksto gettingmoreChinesevisitors

to Hawaii, includinga lackof nonstop
flights andvisa hurdles.)

Thissomberoutlook is all the
more reason to do everything possible
to help the local visitor industryin its
timeof crisis.

VII. Conclusion
Various things should be clear

from this paper. Foremost, the tourism
industryhasan overwhelmingeconomic
importancefor Hawaii. That is true
even if the empirical evidence presented
hereoverstatesthe case,eventhough
determinedefforts weremadeto choose
conservativeestimates.

Despite this, the local tourism
industry is underappreciatedby many
who shouldknow betterMore than that,
the industryis now challengedas never
before. It is imperative that this fact be
recognized,and thatall possibleactions
be taken to remedy that situation. If that
doesnot happen,or until it does,the
Hawaii economywill remainanemic.
Employmentin all sectorswill be down,
as will tax revenues,businessprofits,
and overall economicwell being.

It has not been the purpose of this
documentto recommendmarketing
strategiesor newtourismproducts.
Somehavesuggestedrecentlythat a
new frugality hasbecomeapermanent
fixture of Americanconsumerism.That
would point to repositioningHawaii as
moreof a budgetdestination,awayfrom
the upscaleimagethat many havetried

to cultivatehereoverthe years.
Anotherperennialsuggestionthat

keepscomingbackfrom time to time
is the introductionof casinogambling.
It is the opinion of this paper that
the temptationto introducegaming
to Hawaii beresisted.Regardlessof
opinionson the socialcosts,the
comparativeadvantageprinciplecan

• be invoked once again. Other places
thatdid not havesuchan advantage
havebeendisappointedwhenthey
adoptedgambling,andevenplaces

• that do havethat advantage— like
• LasVegas— are suffering in today’s
• (continuedon page24)

CHART 2* • SEATS (LTM ENDING NOV-OS) PER MSA POPULATION



Conclusion
(contimeed from page /3)

economy.Gamblingusuallyworks
betterin placesthat are largeenough
to absorbits potentialunsavoryeffects,
or that are so poor that they have no
better economic alternatives. Hawaii

is not that large, nor is it thatpoor.’5

Specificmarketingstrategiescan
be brainstormed by the experts in that
area. But several things seem obvious
regardlessof what thesemight be.
Reducingpublic funding for tourism
marketingwill be unthinkablefor the
next several years, regardless of the
search for ways to find money during
thesehardtimes.That is becausetourism
marketing is an investment in jobs,
futuretax revenues,andeconomicwell
beingfor everyonein thestate.With
fewer people traveling in these times,
it is essentialto attracta larger share
of them to Hawaii. Investingin tourism
is the fastestroadto economicrecovery
for Hawaii — perhapsthe only one.

Now also is the time to upgrade
parks, infrastructure,harbors,marine
facilities, roads,trails, andotherpublic
places.In this regard,the State’srecently
proposedfive-year planfor the Depart-
ment of Land andNaturalResources
is a good investment.Temporary
closureof someparksfor renovation
andadmissionfeesfor othersmakes
economicsense.

In general, a renewed focus on
Hawaii’s core business is necessary.
Without that focus, it will not be
strategicallypositionedfor long term
growth. Long term growth is critical
for the economicwell being of every-
onewho lives andworks in Hawaii.
That will take cooperation among all
stakeholders— businesses,government,
unions, and community leaders among
them. Without such cooperation, the
entire economy may founder in this
timeof crisis that is not likely to blow
overquickly.
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Most people,eventhosewho have
neverhadany formal exposureto
economics,understandthe principle
that any injection into aneconomy
doesnotstopat the injectionpoint
Thereare fl.irther ripple effects
throughoutthe economy.If onedoll
is spenton something,the person
who receivesthatdollarwill spenda
portionof it on somethingelse, and
thena portionof that portionwill
be spent, and so on. Thus, the total
economiccontributionof the origine’
injection canbemuch largerthanthi
initial outlay. Thereis a “multiplier”
effect. *

This multiplier canbe appliedto
any expenditureto measureits total
impact on the economy.Note that
after the first round,it makesno
differencewhatthe original injection
is — that is, whatthe wagesare in
that industryand thelike. After that,

• the moneyis circulatingin the general
• economyand it is only economy-wide
• averagesthat count.

• The problemcomesin calculatingan

accuratevaluefor the multiplier. This
value is sometimessubjectto manipu-
lation.Thosewishingto convince
othersthat a certainundertakingwtll
havea big impact wantto seea big
multiplier; thosewho do not favor the
projectmight leantowarda smallerone.

* This effect was originally pointed our by John Maynard Keynes in his seminal book, The General Theon of

Employnunt, Interest, and Money, published in 1936. This was during the Great t)epreaaion, and multipliers
would likely have been larger in a situation like that than when the economy is closer to full employment.
But Hawaii’s economy today certainly is not at full employment.

The author has not changed his mind on this over
the years. See Leroy 0. Laney and David McClain,
“Should Hawaii Roll the Dice on Gambling?”, f’rice
ofParadise, Volume II, pp 101-107.

4 j•~(&’~çt••\••: F:ttl:c.:.•<1 ••X, ~:.:t.(~t~



Essentially,the valueof the multiplier
dependsupon “leakages”from the
incomestreamat eachstageof the
re-spendingprocess.The greaterthese
leakagesare,the quickerthe subse-
quentspendingwill be attenuated
and the smallerthe multiplier will
be. The smallerthe leakagesare,
the morepotent the multiplier is.
Thereare threesuchleakagesthatare
usuallyconsidered— savings,taxes,
and imports. Forexample,if Hawaii
visitorsinject $10 billion annually
into the stateeconomy,the recipients
of that moneywill not spendall of
that.They will savesomeof it, be
requiredto paysomeof it in taxes,
andpartof what theydo spendwill
beon itemsthatcomefrom outside
Hawaii — thus it will leakoutof the
local spendingstreamthat way.

So, the highertax ratesare,the
greater the propensity to save, and
the greaterthe tendencytobuy
imports is, the smallerthe multiplier
will be.Naivemultiplier calculations
oftenconsideronly the propensityto
save,becausethat is how it is usually
presentedin an economicsprinciples
text — andthis is one reasonmulti-
pliers aresometimesoverstated.But
if peoplesavenothing, if tax rates
are zero, and if they only buy things
producedlocally, the multiplier is
unbounded. That obviously does
not happen.

Without deriving it, a simple formula
for an“openeconomy”multiplier is —

consume 90%of their income, the
marginal tax rate is 30%, and 15%
of goodsconsumedare imported,then
the multiplier becomes

1/El - (.90 - .15)( 1 - .30)] = 2.1

A numberof that magnitudeis about
what most people have in mind when
they think of a multiplier,often even
larger. (If only the marginal propensity
to consumec is considered,themulti-
plier formulawould beonly l/[l-c]
and it would equal 10 — far toohigh.)
So if that 2.1 numberwereappliedto
the $10 billion above,the total tourism
impacton the economywould be
$21.0billion.

Yet the assumednumbersabovemight
not be appropriatefor an economylike
Hawaii. Betterestimationsof numbers
that are moreappropriatefor Hawaii
canbe had by resortingto actualdata
on theeconomy.It might be reasonable
to assumethe marginalpropensityto
consumeis still .90, but tax brackets
and the marginalpropensityto import
would likely be higher for Hawaii.
A tax rateof .35 is morereasonable,as
is a propensityto buy importsof .40.
(Ultimately, practically everything we
consumein Hawaii comesfrom outside
the islands.But if somethingis built
here, cooked here, or otherwise creates
local jobs, it is fair to considerit a
domesticitemfor the purposesof this
analysis. And local services, which are
an important part of any budget, must
come from here.)

So that yields,

1/Li - (,90 - .40)(1 - .35)] = 1.5

While this multiplier is lowerthan
many might have in mind when they
think about it conceptually, it is more
defensible from the standpoint of
realism.This is the numberusedfor
the multiplier in the text. The multi-
plier could,of course,be higher—

but it is in the interest of conser-
vatismthat this lowerestimateis
chosen.Although it is lower than
what manywould assume,it still
meansthat the ultimateimpact of
any injection is 50% greater than its
directcontribution.

(Some recent trends in the Hawaii
economy would tend to lower the
actual value of the multiplier as
comparedto the past.One is the
tendencyto importmoreovertime
as the world economy — not just
Hawaii’s — becomesmoreglobal.
In addition, the tax burdenhasrisen
overrime.** Plus,whenthe economy
is close to capacity,thereis less room
for the multiplier to haveits full
effect. Obviously, if we took every
economicactivity in the statenow
andsubjectedit to a multiplier, we
would geta sumfar greaterthan
the StateGrossDomesticProduct.
But that Gross Domestic Product is
supposedto includemany indirect
multiplier effects. In timesof recession
or slackeconomicactivity, however,
incorporationof the multiplier effect
is far more plausible.)

1/[l -(c-m)(l -t)]

where c representsthe marginal

propensityto consumeoutof one
dollar of income,m representsthe
economy’smarginalpropensityto
import, and t is the marginal tax
rate. For example, if peoplegenerally

** Earlier and larger regional multipliers for the Hawaii economy may have been more realistic then than they are today. One used in a past study on the sugar industry
by First Hawaiian Bank was 1.72- See Thomas K. Hitch, How the Colli*ae of the Sugar /ndustry Would Impact the Hawaii Economy, monograph circulated by First Hawaiian
Bank, 1987.



APPENDIXJL

•A Jobs Multiplier for the-

Hawaii TOurism Industry

The derivationof an appropriate
jobs multiplier herefollows the
methodologyof Hitch.* While the
estimatesused in deriving this multi-

plier might vary someacrossindustries,
andmay alsohavechangedin minor
ways sincethe time of the original
studyfrom which it is taken, there
is little reasonto believethat the
results would be changeda major way.
Hitch dividesjobs createdby an
industry in Hawaii into threelevels:

(1) The direct jobs arethosein
the industryitself.

(2) First roundindirect jobs are
thosethat are createdby
thosewho servicethe industry,
suchas local suppliersof
construction,groundskeeping
andothermaintenance,
transportation,communica-
tions,food, legal,etc.These
suppliersmayservice others
besidesthe tourism industry,
butat least a largepartof
theirjob is owedto tourism.

(3) Indirectmultiplier jobs that
are created.For example,when
employeesin categories(1)
and (2) are paid, they spend
mostof their paycheckin the
local economy.Thosewho
supply thosegeneralgoods
andservicesthereforealso
benefitfrom the tourism
industry.Themultiplier in
this categorycorrespondsto
the overall regionalmultiplier
derived in Appendix I.

Let us assumethat40% of the money
disbursedby a tourismactivity goesto
the direct creationof jobs. (This might
varyby organization,but it is typical of
a majorhotel chain.)Of the remaining
60%, let us also assume,following
Hitch, that abouthalf becomesincome
to residentsof Hawaii (firms or individ-
uals) — about30% of the direct
disbursementsof the company, with
30% leaking out of state. This means

that, if the 30%income which stays
within the state createsa commensurate
number of jobs, there are closeto as
manyindirect jobscreatedby the
industryas therearedirect ones,75%
in fact (30/40 = .75).

The third categoryof indirect multiplier
jobs can then be derived by resorting to
the overall regional multiplier derived
in Appendix I.

To summarize:
Level 1:
Level 2:

Level 3: induced multiplier
effect

Subtractingthe 1.00 for directtourism
jobs meansthat thereapproximately
1.6 jobs in Hawaii that arecreated
indirectly for every job createddirectly
by the tourism industry.**

* Hitch (op. cit.), p.
3

This jobs multiplier methodology was originally estimated by the Research Department
of First Hawaiian Bank in 1961, and was published in a study entitled The /mpact of Exports on Income in Hawaii.
~ Hitch arrived at a number of 2,29 instead of 163, but that was because he used an induced income multiplier

of 1.72 instead of 1.50 and made slightly different assumptions about indirect jobs. As explained in Appendix I,
today the income multiplier might be smaller than it was in earlier years, thus a more conservarive number is
adopted here.

• CI~:

direct tourism job 1.00
indirect tourismjob .75

Sub-total 1.75

x 1.50

2.63
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